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COMMITTEE ON PROFESSIONAL CONDUCT
MINUTES OF THE MEETING

May 18, 2006
FINAL

Hilton San Jose
300 Almaden Blvd.

San Jose, CA 95110

I.  CALL TO ORDER

The meeting of the Committee on Professional Conduct (CPC) was called to order at
9:05 a.m. by David Swartz, Chair.  Mr. Swartz indicated that to ensure compliance with
the Bagley-Keene Open Meeting Act, Section 11122.5(c)(6), if a majority of members of
the full Board are present at a committee meeting, members who are not members of
that committee may attend that meeting only as observers.  The Board members who
are not committee members may not sit at the table with the committee, and may not
participate in the meeting by making statements or by asking questions of any
committee members.  Mr. Swartz then welcomed Marcus McDaniel, a new public
member of the Board.  Mr. Swartz also expressed appreciation to Gail Hillebrand,
previous CPC chair, for her service to the CPC and to the Board.

Present:
David Swartz, Chair
Ronald Blanc
Richard Charney
Donald Driftmier
Robert Petersen
Renata Sos

Staff and Legal Counsel
Mary Crocker, Assistant Executive Officer
Michael Granen, Deputy Attorney General
Gregory Newington, Chief, Enforcement Program
George Ritter, Legal Counsel
Carol Sigmann, Executive Officer
Aronna Wong, Legislation/Regulations Coordinator

Other Participants
Roger Bulosan, Qualifications Committee Chair
Michael Duffey, Ernst and Young LLP
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Julie D’Angelo Fellmeth, Center for Public Interest Law
Bobbie Jarvis, California Society of Accounting and Tax Professionals
Art Kroeger, Society of California Accountants
David Link, Consultant, Senator Figueroa
Wendy Perez, Ernst and Young LLP
Richard Robinson, Richard Robinson & Associates
Hal Schultz, California Society of Certified Public Accountants
Jeannie Tindel, California Society of Certified Public Accountants
David B. Tolkan, Society of California Accountants

Board Members Observing
Ruben Davila
Sally Flowers
Clifton Johnson
Tom Iino
Bill MacAloney
Marcus McDaniel

II. Consideration of CalCPA’s Request for Amendments to the Board’s Regulations
Related to Audit Documentation.

Mr. Swartz indicated that the CPC had before it an audit documentation proposal
developed by the California Society of Certified Public Accountants (CalCPA).  He
explained that the CPC had begun consideration of the proposal at its November 2005
meeting and decided to continue the discussion at a future meeting.  He thanked staff
for providing the information in the packet (Attachments 1 and 2), and asked Ms. Wong
to provide an overview of the proposal.

Ms. Wong indicated the proposal was based on the audit documentation standard
issued by the Public Company Accounting Oversight Board (PCAOB).  She explained
the proposal would change the start date for the seven-year audit documentation
retention period from the “report date” which is generally the date the fieldwork for the
audit is completed to the “date of issuance of the report” which is also called the “report
release date.”  The proposal also would change the length of the grace period for the
assembly of audit documentation – sometimes referred to as the “document assembly
period” or the “documentation completion period” – from 45 days to 60 days.  In
addition, unlike the Board’s current regulations, during that 45-day period the proposal
would permit documents to be deleted from the file without any documentation of the
deletion.  However, at the end of the 45-day period, no deletions of audit documentation
would be permitted.  Ms. Wong added that current regulations permit deletions after the
document assembly period, provided the deletion is thoroughly documented.

Ms. Wong then summarized some of the discussion that occurred at the November
2005 CPC meeting.  She indicated that at that meeting CalCPA had expressed concern
that, under the Board’s current regulations, a deleted item would need to be retained as
a reference to appropriately document the “extent of the change.”  She added that, upon
hearing this concern, some CPC members had suggested it might be possible to
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address it by making minor changes to current regulations.  Ms. Wong further indicated
that, at the November 2005 CPC meeting, Ms. Fellmeth representing the Center for
Public Interest Law (CPIL) had expressed concern that it was premature to modify the
Board’s audit documentation regulations.

Ms. Wong noted that at the conclusion of the November 2005 meeting, the CPC
requested staff provide a side-by-side comparison showing the Board’s regulations,
CalCPA’s proposal, the PCAOB standard, and the new standard developed by the
Auditing Standards Board (ASB).  Ms. Wong indicated that Enforcement Division staff
had prepared the side-by-side comparison which is included in the materials for the
meeting (see Attachment 1).  She added that Mr. Newington was available to respond
to any questions regarding the side-by-side comparison.

Ms. Wong concluded the overview by noting that additional background material
provided in the packet (Attachment 2) included excerpts from the minutes of the
November 17, 2005, CPC meeting, a letter from Ms. Fellmeth communicating CPIL’s
concerns, relevant statutes and regulations, and the PCAOB and ASB standards.

During the discussion, Ms. Sos summarized CalCPA’s proposal by indicating that it
proposed changes to the start date of the document retention period, changes to the
length of the document assembly period, changes to the cut-off date, and changes
related to what happens during the document assembly period.  She also noted that
CalCPA’s proposal provided for a document assembly period when the report was not
issued or the audit was not completed.  She suggested that the Board may want to
include such a provision in its regulations.

Mr. Schultz indicated that audit documentation must include documentation of
significant matters related to the audit regardless of whether the documentation
contains information inconsistent with the auditor’s final conclusions.  He suggested
that, because of this requirement, the deletion of other materials is a housekeeping
matter.  He added that the deletion of unnecessary documents is permitted before the
report release date, and he believed it was reasonable to be able to delete these same
documents after the report release date during the documentation completion period.
He explained that the report release date is often the busiest day of the audit
engagement, and to focus on document deletion at that time could have a negative
impact on audit quality.

Mr. Schultz added that when the Board’s task force developed its audit documentation
standard, it looked at the ASB standard that was then in place and found it lacking.  To
address this concern, California developed detailed standards.  Since that time, the
PCAOB has developed a standard and the ASB’s standard has been revised.  He
added that the PCAOB and ASB standards are similar except for the length of the
documentation completion period.

Mr. Schultz concluded his remarks by noting that the current Uniform Accountancy Act
Rule on audit documentation states “Licensees shall comply with all professional
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standards applicable to particular engagements, including, but not limited to standards
adopted by recognized standards setting bodies such as the Public Company
Accounting Oversight Board (PCAOB), the Comptroller General of the United States,
and the Auditing Standards Board.”  He suggested that the Board consider adopting a
similar rule.

During the discussion that followed, Mr. Blanc asked Mr. Schultz if a major part of
CalCPA’s concern would be addressed if the Board’s regulations indicated that it was
not necessary to retain a deleted document.  Mr. Schultz responded affirmatively.  Mr.
Blanc indicated he would support making such a change for clarification.  Mr. Schultz
added that he also believed there would be a benefit in conforming with national
standards.  Mr. Swartz noted that the proposed change would make the Board’s
regulations more consistent with the PCAOB standard and indicated that he viewed the
proposed change as more administrative than substantive.

Ms. D’Aneglo Fellmeth expressed concern regarding CalCPA’s proposal.  She stated
that before 2002, there were no audit documentation standards in statute or in
regulation.  AB 2873, drafted by this Board, established audit documentation standards
including the General Accounting Office (GAO) standard and the rebuttable
presumption.  She noted that after enactment of that legislation the Board spent
considerable time developing implementing regulations.  She further noted that the
regulations are barely two years old, and she believed it was too soon to make
changes.  She also stated that CPIL opposed deleting the definition of changes to audit
documentation in Section 68.4.  She added that deleting the definition of changes to
audit documentation would impact the implementation of the rebuttable presumption.
She concluded her comments by noting that it is not necessary to conform with other
standards as long as there are no conflicts.

In response to an inquiry from Ms. Sos, Ms. D’Angelo Fellmeth indicated that she did
not oppose starting the seven-year document retention period on the date of issuance
of the report, shortening the document assembly period from 60 to 45 days, and no
longer permitting deletions after the end of the document assembly period.  She further
indicated that she had no objection to the addition of language to clarify that the Board’s
documentation requirements do not require the retention of deleted documents.  She
added that, in this situation, the auditor takes some risk in that the auditor may not have
the documentation needed to rebut the presumption that the work was not performed.

It was then moved by Ms. Sos and seconded by Mr. Blanc to recommend that the
Board amend its audit documentation regulations as follows:  1) change the start
date for the retention of audit documentation to the date the report is issued or
release, 2) shorten the length of the document assembly period from 60 to 45
days, 3) no longer permit deletions of audit documentation after the end of the
document assembly period, and 4) clarify that the Board’s documentation
requirements do not require the retention of deleted documents.
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Mr. Schultz noted that while CalCPA’s proposal recommends a 45-day documentation
completion period, the ASB standard provides for a 60-day period.  He suggested that
retaining the 60-day period would benefit practitioners who audit nonpublic companies.
Mr. Kroeger, on behalf of the Society of California Accountants (SCA), agreed and
indicated that SCA members do not audit public companies and would prefer that the
60-day time period be retained.  Ms. Sos indicated she had no objection to retaining
the 60-day document assembly period and revised her motion to remove the
portion of it proposing a 45-day time period.  Mr. Blanc, seconder of the motion,
concurred with this revision.  The revised motion was unanimously carried.

Mr. Swartz then noted that the documentation of deletions remained an issue for
discussion.  Mr. Blanc indicated that he believed that the date the report is released is
critical and that there should be a record of any changes made after that date.  After
discussion, it was moved by Mr. Driftmier and seconded by Mr. Petersen to
recommend that the Board revise its regulations to not require documentation of
deletions made during the 60-day document assembly period.   During the
discussion of the motion, Ms. D’Angelo Fellmeth indicated that if there is an audit
failure, a paper trail would be valuable; and, after the audit report is released, the
identity of the person deleting audit documentation should be recorded.  Dr. Charney
indicated he did not believe it was necessary to record the deletion of documents
unrelated to the audit report.  He expressed the view that the proposed change was a
refinement of the Board’s current regulations.  The CPC then voted on Mr. Driftmier’s
motion which carried with four “aye” votes and two “no” votes.

Ms. Sos inquired if the Board’s regulations should be amended to address situations in
which no report is issued on an audit engagement.  Mr. Granen indicated that such a
provision would be of value since the Board has had enforcement cases in which an
audit report was not issued.  Mr. Newington concurred and indicated that it would be
appropriate to add such a provision.  It was then moved by Ms. Sos, seconded by
Mr. Driftmier, and unanimously carried to recommend that the Board adopt
CalCPA’s proposal to provide for a document assembly period for situations in
which the audit report is not issued, substituting 60 days for the 45 days in the
proposal.

III. Discussion of Tax Services.

Mr. Swartz indicated that letters had been sent to interested stakeholders requesting
information regarding tax services (see Attachment  3).  He suggested that the CPC
consider deferring discussion of this agenda item until a future meeting when more
complete information from stakeholders becomes available.  It was then moved by Ms.
Sos and seconded by Mr. Driftmier to defer a full discussion of tax services until
a future meeting.  During the discussion of the motion, Dr. Charney suggested that
there may be members of the public who came specifically to discuss this topic.  Ms.
D’Angelo Fellmeth indicated that she had come prepared to discuss this topic, which is
the subject of pending legislation moving through the Legislature.  She indicated that
she had presented detailed information in her letter (included in Attachment 3), and she






















